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The Enorgy Outlook and
Its Implications for L
the USSR and Eastem Europc

onstramts m energy supply threaten to push economic growth in the USSR
ard Eastem Burope to very low levels in the 1980s. |

o | . 1, i 3
Asa result annual increments to natnonal output in the 1980s may be too
small to permlt the increases in investment and consumer goods and services
needed to sustain reasonable economic growth and maintain an acceptable

"1 level of oorsumpuon. If the flow of resources aiioce ted to investment cannot

be stemmed without causing future output increments to fall and if defense
allocations remain inviolate, consumer welfare and living standards will be

] severely reduced—wnth all the polmcal hazards that this would entail.
4 [ s : P

A '
A prOSpectnve decline in Sovnet oil productlon is only part of the problem.

Coal output is stagnant, and the rapid growth of natural gas production
. cannot bail the USSR out, because gas-onl substitution possibilitics will

- remain severely limited through much of the 1980s. Mceanwhile, encrgy

'savings through conservatuon have been and will continue to be limited.

o

Because Eastern Europe depcnds so heavily on Soviet energy supplics and

j cannot afford to buy much oil clsewhere, falling Soviet oil production in the

. early 19803 wxll curteil Eastern Europe's economic growth as well.

' Sovret leaders remain optimistic about the USSR's energy prospects over
thc very long run, based on coal and nuclear power. They are, however, very

“.aware of the potentlally severe oil crunch in the 1980s and its implications

both for their own economy and that of Eastern Europe. Moscow rcalizes

that it must somechow ensure the flow of enough cncrgy or facc a ncarly

stagnunt eoonomy and political unrest.
«| ; :

. The outlook for obtaining the needed amount of cnergy in the right mix,
‘however, is dismal. The spiraling price of oil, coupled with slower growth of
Western markets, will limit Soviet an.! East European ability in the mid-
l9803 to pay for the imports of oil required just to sustain even the current
consumptlon levels. Thus, the Soviet and East European lcaders rcalize that
thcy must intensify their cfforts to obtain oil at concessionary prices from
the oil-producing devcloping countries—through arms sales, barter dcals,
and development assistance. The prospects for concessionary deals, however,

’ w1th OPEC countries—except in the case of Libya—appear increasingly
poor. Eastern Europe is strapped for hard currency now, scverely limiting its
purcha'es. Thls situation will increasingly apply to the USSR, as it loscs its

‘ oxl export earnings and becomes a net importer of oil for hard currency in the
mid-1980s.. |

[E ‘a |
i S -
i P i

Cenfijential »




i
1 H
SRR
. i H
Pl
Pl
I
HE 1 B
t 1
e
ol
[ A
[
o
. ] (
g
i
A
i
P
a .
!
i .
i
: .
Ll
Lt b
! .
t
I .
) .
i .
| T .
‘ l.
i
h
!
i
:
i r
i H
i H
i
b
N
H i

3
f
i

Confidential

3 PoL '
i P '

N |
HIERER R
e '
T |
1 T o I 1
gl g g L : . |
N R vt | R ST o
'!I'-" B [ ! R I B ' )
KR

' " The Soviets may have miscalculated both their own capacity to supply oil to

. Eastern Europe in 1981-85 and the East Furopeans' capacity to (1) acquire
. " ¢il from OPEC countries, (2) substitute coal for oil, or (3) reduce economic
. growth and consumption without provoking unrest. The Soviet attitude
U soc'msf;t'o be that the East Europeans are coing to have to pull in their belts
_just as the Soviets have. Although disturbances in Eastern Europe would be

highly undesirable, the USSR may not be prepared ta pay any price to avoid

the use of military force, even against Poland. -

o . ¢
S ii}.?x Ll

: Féc'ed?withv theprOSpect bf a critical Warsaw Pact dcpcndchcc upon OPEC
" sources of oil supply, the Soviets could opt for an aggressive policy in the

- Middle East. They might, in desperation, consider such radical action as a
- _unilateral military seizure of Iran’s oilficlds. Iran’s oil supply, secured more

or less.' intact,iwbuld go a long way toward alleviating the economic problems

. - facing the Warsaw Pact nations in the mid-to-late 1980s. The Sovicts would
" have to wcigh}t_l:lis pcneﬁt against thc‘ extraordinarily high risk involved in

B
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Al . the USSRrand‘Eastem Europe

SR "
- The USSR is the world leadmg oxl producer, wuh

- the 1979 increase of about. 280 000 was the smallest

 million b/d has been revised downward from the |

i.';nennergyo-mookand'
¢ i -1 Its Implications for - o

11.7 million barrels per day in 1979. Production
growth, howevcr. has slowed markedly in recent years;!

absolute increase since 1956. The 1980 goalof 12.1 |

original plan of 12.4-12.8 million b/d but itis unhkely;
that even tlus tarzet wnll be reached 1 ,
. P o
oil productlon is now decllnlng ln all of the major oil-
producing regions except West Slbcria. and even there
gains are uncertain now that the supergiant Samotlor
oilfield has reached its peak. Samotlor, which has :
accounted for the bulk of production growth in recent
years, is likely to slump in the next year or so and then
fall rapldly. Meanwhile, the decline already underway
in older major producing reglons probably wnll acceler-
atc as [, crves are dcplcted } ; :
As a result, chances are good that Soviet onl produc‘non
will peak this year at less than 12 million b/d before
falling. By 1985, Soviet oil output probably will fall to
between 8 million and 10 million b/d and is likely to
decline still further after 1985 “The upper end of the
range predicted for 1985 assumes that exploration is

' relatively successful, dcvelopment drilling goes well,

and the Soviets can acquire the needed equipment and
technology, mainly from the West. If things go poorly,
output could fall as low as 8 mllhon b/d in l985 i

i

Beyond 1985 production probably w1l| oontmue to

 decline, although at a slower rate. In the long run, the
11 future of Soviet oil productlon depends on Soviet
- success in discovering and dcvelomng oilfields in new

areas—primarily in the Barcnts and Kara Scas, the

' derp waters of the Caspian Sea, Eastérn Siberia, and |

tha deep onshore Caspian dcpruslon—-—and in exploit-
ing large, known reserves of héavy oil. None of thm
areas have been explored lntenswely. and any new'
finds would have littie impact on oil producuon until
the late 1980s or early 1990s. Moreovcr. the Soviets
still must find a way to extract the heavy oil that is not
produciblc. by convcmlonal means. R .
. Co
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Developrhént of the offshore areas and'decp' onshore

basins will require Western equipment and technology.
Even so, much of the technology for exploring and

| developing resources in the Barerts and Kara Scas is

not even available in the West, thus complicating and

- prolonging the ultimate exploitation process.

" If the Sovnets iﬁanazc to find ahd dcv‘cloxl). large

deposits in new areas, the oil production decline could
be halted or even temporarily reversed, but probably
not before the 1990s. These judgments draw a
discouraging picture of Soviet cil prospects. They rest
on our analysis of the USSR's reserve situation and
drilling requirements,

Inadequate Reserves. Recent Western estimates, based

on the study of oil basins and major oilficlds, place
Soviet recoverable reserves at about 50 billion barrels,
although we believe them to be less—on the order of
30-35 billion barrels. Some of the proven reserves will

be difficult to develop, however, since the majority of

large ficlds discovered in recent years have been heavy,
even “nonflowing™ oil.

Reserves are being depleted rapidly in all major
producing regions while the discovery of new reserves
is lagging. The Sovicts have repeatedly emphasized the
need to develop a new oil province comparable to
Western Siberia during 1976-80. But no new giant
oilficld has been discovered since 1973. Large unex-
plored areas of the USSR may contain substuntial oil
and gas, but they are remote and thei: potential is
unknown.

Reserves of conventional oil in areas that are currently
producing are inadequate to support the present level
of production after 1980. The major structures have
already been found, and remaining oil lies in smaller,
deeper, highly pressured, and difficult-to-detect struc-
tures. The USSR has allowed exploratory drilling,
especially wildcatting, to lag. Morcover, given the
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USSR' Oil Prodv.,ctlon Trends and Pro ectlons
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:stkng defi cienc.cs in geophysncai and drillinz tcch- :
dology. rapid development of new réserves in oil

]

rngons will be very difficult. S

\ A

Wlth the growing role of heavy ol and a nced to boost

' rt:oovcry rates in older fields, enhanced recovery

tcchmqucs become more important, Enhanced reco-
ery rhethods—mostly thermal—produced an average
of ohly 40,000 b/d during 1976-78, less than 0.4
pcrcent of total production. A 1979 Soviet press report
hdlcatcd that only 2 percent of the necessary equip-
mert for enhanced recovery was available and existing
dquipment was not working well. Enhanced recovery
methods are not likely to help much ir ths 1980s |
because they are expensive, have long leadtimes, and

mvolvo substantial imports of Western lfchnology
;l i
!
| L
}i i H

r! i !
I

Drilling Reduinﬁenn. In trying to avert a drop in oil

production, the Soviets have raised drilling targets and
have emphasized the development of West Siberian
oil—their only hope for stabilizing production in the
carly 1980s. The increased drilling needs are largely
‘explained by the accolerating depletion of fields in
older regions and by the declining productivity of new

‘wells. The d:illing goals, which cali for the Petroleum
‘Ministry to drill 75 million meters in 1976-80—4
‘million meters more per year than in 1971-75—appear

out of reach; the Soviets havz f2"en far short of this
target thus far, Durir.g 1981-85, Soviet oilmen say that
drilling will have to be twice the 1976-80 total (about
150 million meters) just to maintain prodz.ctncn at the
1980 level.

|



;Isurfacetsfrozcn b ;;1 |

1| Almost all of the planned drilling increases are slated
_.]| for West Siberia, but even there drilling targets are not
: | | being met. Part of the problcm is that onl production

has rup ahead of the mstallauon of the infrastructure .
necessary to support the oil and gas ‘industries. In mid-
1978, of the 10 new [fields that! were dcveloped aftcr
January 1976 in the more remote areas, none had |
roads and only two had clectné power connections.

the capacity to handle i mcreasmg demands. The ?

transportatnon cannot keep paoc with th Siberian
dcvclopmcnt Drilling alone requlrcs 1iton of frcnght
pe: meter drilled. Demands on the ranlro:zds are &

' | ‘especially heavy in tl:c winter monthc since few all-
i | 'weather roads are available, much of the equipment :

must be delivered to the remotc siltieids when the

|
i !

ln older oil-producing areas such as the Volga-Urals
and Azerbaydzhan, considerable effort is required

simply to minimize declines in production. Extensive

" in<fill drilling, construction of oilfield facilities, and

use of electric centrifugal submersible pumps will be
necessary. Since drillers, equipment, and skilled oil-

l

t

ﬁcld workers are being diverted from older regions to

| | work in "Western Siberia, production declinm in the
| Volga-Urals and elscwhere could be steeper than the
Soths antnc:patc. v H . i ST :

‘Fuel Substitution Not the \mm . !

R:smg production of natural gas and coal, which i, any
case are not fully substitutable for oil, will only :

partially ot‘ fset the decline in oll output. Lo
l ) B !

A.mcral Ga. Although gas reservu are large and
yearly output goals were surpassed in 1976-79, a
future slowdown is likely. All growth in production |
must come from the permafrost regions of the northern
part of West Siberia. The cost and physical difficulty
of developing deposits there and piping the gas ,

thousands of ki'ometars puce unprecedented problems.
Lack of infrastructure, harsh Arctic conditions, and

dcpendcnce on Western supplies of large-diameter pipe
oompreuon and valves are likely to hinder exploration.
Production from the country's other major gasﬁelds in
the Ukraine, Northern Caucasus, =nd Central Asia |
rcaked in 1976 and has begvn to der'lmc N :
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West Siberian oonstrucuon orgamzatlons do not have ,

‘mndequatc road-building program, for example, seri-
‘ously endangers the entire dnlhng plan. Demandson
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- Coal, Meanwhile, ccal production has been a huge

- disappointment as targets have bcen underfulfilled by

. a wide margin. The Five -Year Plan's original goal for
; 1980 of 805 million tons is unlikely to be reached, even

: by 1985. Coal production fell in 1979 and at 719

“million tons wae a scant | percent above the 1976 level.

' New mine zapacity has been slow coming on stream

- while mine depletion has been rising, especially in

-older basins in the Weste.n USSR. New coal basins

: are tocated in Siberia, far from major consuming
centers, and much of the coal is boor-quality-—low in
lieat value, hard to ship, or not adaptable for use in
existing Sovnct boﬂers 1

Nnclear Pcwer. Although Moscow assigns a high

. priority to nuclear energy . its role in energy output will

be minor in the coming decade. Installed nuclear
capacity is now about 10,000 megawatts (MW),
Output of nuclear-generated electricity was about 50
billion kilowatt-hours in 1979 and accounted for less
than 1 percent of primary energy output. Projections,
which have been scaled down by the Soviets in recent
years, now call for 35,000 to 40,000 MW in capacity
by 1985 (less than 4 percent of all energy) and 100,000
MW by 1990. Almost all of this capacity is to be
developed in the European USSR.

Leadership Reactions to the Energy Problem

Soviet leaders have been aware of growing energy
problems since at least the carly 1970s but did litile
about them until 1977. Their response was to boost
investment in oil and gas and to stcp up the dnvc for
energy oonscrvatton. !

Investment. In December 1977 Brezhnev established
the fuel-energy sector as a *“leading link,” meaning
that the sector hd priority for the investmznt that
would achieve “maximum and rapid results.” Within
this sector, emphasis was placed on hydrocarbon (oil,
gas and coal) production and the urgent development
of the Tyumen' Oblast in Western Siberia,

i = 1

The investment originally planned for 1976-80 in
primary energy production has been increased on a
crash basis. In 1978 the incremcat in investment in oil,
gas, and coal nearly doubled and accounted for almost
one-half of the increase in total industrial investment.

ConNdential
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_-waste and losses” of fuels. .y ]

Acnservation in the heat and power sector has been
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Conservation. Brezhnev admitted ta the Central Com-
mittéee Plenum in November 1978 tkat despite the:
expenditure of 50 billion-rubles on conservation
neasures, “in practical terms thgreui; no lesscning of

|

Practically all of the potential energy saving is

c:onf::entrated in six sectors ' representing 2lmost 80
percent of Soviet oil consumption. The savings that -
conservation efforts can wring out of the economy are
limit=d because the efficiency of heat production,

electricity generation, and rail transport using existing
éaplﬂal stock is already high; because the Soviets ure
slow to convert to more energy-efficicnt equipment;
use of constraints on the substitution of other

)
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g'ive;tf considerable emphasis, with fuel requirements
per unit of electricity output declining ! 1 percent
between 1970 and 1979, Improved efficiency was
achieved largely by upgrading generating equipment;
almast all obsolete equipment has been replaced. The
Soviets are world leaders in cogencrating heat and
electricity, with more than 1,000 combined heat aad

6ovﬁér plants in operation.

D !

Jl\s for the transport sector, encrgy consumption per
ton-kilometer and passenger-kilometer is much lower
in the USSR than in Western Curope or the United
States. The USSR uses only one-fourth as sauch -
éner‘gy per passenger-kiloracter as the United States
and only about two-thirds as much per ton-kilometer of
( reight. Thus, we sec little opportunity for additional
gavings in Soviet transport.. | P

IIndustrial energy savings will be slow in comirg. Steel
is the second largest oil-consuming industrial sector,
and the Soviets intend to make this their next
conservation effort. MNonetheless, the substantial re-
placement of heavy, oil-consuming machinery in stcel
and other industries takes time.  ; .

{ool ‘ P .

| t . L

Some oil conservation can be achieved by the substitu-
tion of other fuels, principally natural gas. A signifi-
cant proportion of Sovict heat and power plants

[ g
" Electricity and heat generation, iron and steel piodution, the
| residential-communal sector, conatruction, transport, and

ia'gr.(;ultunr ’ : i

li- |
I i
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already switch from oil to gas on a scasonal basis, and
increased gas supplies to this sector would reduce oil
consumption. However, 54 percent of Soviet oil is
consumed in internal combustion engines, and larg:-
;mle conversion can only come very slowly. There sre
'also limitations in the near term in the degree to which
.coal and nuclear power are practical substitutes for oil
'in generating heat and power. Major coal mines arc

. distant from consumption centers, and the declining

‘heat value of mined coal (down 10 percent in 10 years)
'is offsetting the increase in volume. Nuclear power

'substitution is constrained by long leadtimes in install-

@ing gapa.city.

'Real growth in gfoss national product has been falling
‘in the USSR and is expected to drop further in the

- 1980s. Meanwhile, energy consumption in the USSR

bas traditionally risen about as fast as GNP, primarily
because of the emphasis given to expanding energy-
intensive hieavy indurry. This has occurred despite
(1) the rapid shift in the USSR away from coal and
toward the use of oil and gas, which burn more
efficiently than coal, and (2) massive investment in

_cogeneration and the clectrification of railways, mea-

sures that also improved energy efficiency. 7n contrast,
the energy intensivencss of output in industrial West-
ern economies has declined markedly since 1973. Since
the Soviets probably cannot shift industrial priorities
sufficiently in the next six years to effect measurable

" energy savings, we preject energy requirements to
' continue to grow about as fast as GNP during
1981-85. '

" Energy as a Constraint on Growth

During the carly and mid-1980s energy supplies will be
" eritical for economic growth. During the last two
_decades, the Soviet energy supply base expanded much
faster than the growth in internal demand. As a

" consequence, the USSR is now a major energy

exporter with present net encrgy exports of about 4

" million b/d oii equivalent. Oil accounts for three-
" fourths of this figure. Shifts now underway in the

underlying supply situation—especially the expected
drop in oil production—will cause a fundamental
change in this relationship. If oil production falls to 9

* million b/d by 1985, the growth of total energy
. production will slow greatly, from an average of about
. 1 million b/d oil equivalent psr year (or 4 percent)



l On the L. sis of our

b

o

” ’ VTR IR IR
"during 1976-80 to an average of only 200,000 b/d oil

| equivalent per year during 1981-85 (lcss than 1,

percentperyear). | [l 10

SR FET T !
: rowth bfojcctldnﬁ{ for ihe labor -
-force and capital stock in the USSR in 1981-85, we
think GNP could grow by about 3 percent per year, v
_there were no energy consrrféint. But GNP growth at
this rate would alsn require@‘an increase in domestic
“energy consumption of 3 percent per year. In addition,
‘other Communist countries now reccive about 2.5
‘million b/d of Sovict encrgy—mainly oil—and will
.probably have to have at least this much in the 1580s to
stave off economic disastcr.li% | N
3 ST BERNL L I B L
'To meet both domestic requirements and exports to
:Eastern Europe, the USSR would have to import about
4 million b/d of energy from the West on a net basis by
11985; in 1979, it exported 1.3 million b/d of encrgy for
“hard currency. Practically all of tke energy import~d
‘would have to be in the form of oil. Moscow clearly
cou'd not afford to buy oil on this scale—about $40

‘billion worth of imports in 1985 at the oil prices |

. prevailing in Junuary 1980, First of all, the shift toa

“niet import position would deprive the USSR of its
'major source of hard currency. In 1979, the Soviet
‘Union sold about 900,000 b/d of oil to the West for
‘about $9 billion, about half of its hard currency .
receipts from merchandise exports. Moreover, even
under optimistic assumptions concerning Saviet hard
‘currency export carnings; the oil bill would greatly
'exceed Soviet import capacity of an estimated $13
billion in 1985 (1980 prices). Oil imports this large
would obviously exhaust Sovict hard currency re- |
sources. Increases in oil prices relative to other
' commodity prices, which are almost certain to occur by |
1985, simply would curtail Soviet import capacity even
further, IS 1 I T P
| ' T R £ R B
The Soviet energy shortfall would thus have to be
absorbed through a combination of slower economic
growth and adjustment in fuels trade. The exact mix of
adjustments—in the domestic Soviet economy and in
trade—is unpredictable. Illustrative projections as-
‘suming a reasonable combination of policy shifts in
several arcas—energy, fuel substitution, manpower,
and kard currency trade but maintaining Soviet oil '
exports to Eastern Europo—show Soviet economic
growth falling from around 3 percent in 1981 to little

|
i L.
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more than 1 percent by 1985, Included in these
estimates is a projected shift in Sovict oil trade with the
West—from a current surplus of roughly 900,000 b/d
to a deficit in 1985 of about 600,000 b/d ($6 billion).
Substantially higher oil imports would not be
affordable if imports of grain and capital goods are to
be maintained even at minimal levels. Nonetheless,
imports of Western machinery would decline substan-
tially in the face of slowly expanding import capacity
and heightened competition from other uses of Soviet
hard currency earnings.

The impact of oil shortages on tke Soviet domestic
economy is not just & matter of reduced economic
growth. Soviet leaders are probably well aware that the
much emaller increment to national output available
annually in the 1980s could not sustain the increases in
investment and consumer goods and services that the
USSR. would need each year to sustuin reasonable
cconomic growth and maintain an acceptable level of
consumption. '

If there is no reduction in the growth of resources
allocated to defense and investment—and the latier
would have to be maintained to keep future output
increments from falling even further—then consump-
tion and thus living standards would fall. Maintaining
the same shares of a much smaller GNP pic would not
be much better. Consumption would still fall by the
mid-1980s. This could have a profound impact on labor
productivity while increasing tensions within the Polit-
buro and the population. ’

Eastern Europe -

. Bastern Europe imports about on= ‘ourth of its energy

consumption. About three-fourths ¢f the imported
energy comes from the USSR—just »:nder 85 percent,
if Romania is excluded. The Soviet energy crunc'i and
spiraling OPEC prices have forced Eastern Europe to
reevaluate long-established patterns of both consump-

_ tion and production.

Energy Strategies. After 15 to 20 years of increasing
reliance on oil and gas, most Eas: Europcan countries
are again emphasizing coal production and are count-
ing on more nuclear power capacity. But with the
exception of Poland, which has large hard coal

ConYidential




Million b/d Oil Equivalent
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1978

1979 '
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2317

732

VoL

2692

cmou'~ !

Iz ’,;,;'““ .'f: '
L 484

982 -

1.7

' Nmn! Ou

i 0

- 4,79 -

614

Coal

8,71

€.60

671

iR 'l’ut.lhtle.mdwood

51081

0.76

06

Hydroelectric power ¢ -

0.60

0.81

Nnclm‘ovet‘-vi -

048

001

0.10

024

613

040

0.13

0.13

Cnldc oll & pmdoum producu‘

‘Natural Gas -

0.12

0.12

0.14

0.13

Conl &cokc -

RERN
ouli‘qdm

17.96

23.17
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:Natural gas
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! Peat, shale, fuelwood

0.74
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0.63
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0.65

0.69

1.04
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I
I
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 Natural gas
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‘Million b/d Oil Equivalent
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Q;ainblhous plans calling for nuclear power to supply: |
' ftoni 10to 25 percent of their énergy ' needs by the turn
‘of the century, but for the next decade, only Buigaria

1 'mewes, the long-term procpectc‘are poor for substan-.
17 tial expansion of coal production.’ The rest of the region’
£ mt‘;emly on increasingly poorer quality brown coal

ite. Most of the East European countries have, :

will have significant nuclear power capaclty for itsown

| néeds Romania, the only East European country with

gu and cil reserves, is also facing energy problems Its
ll and gas reserves are being dcpleted and productlon
for the oommg decadc .vill fall | {% . i A
T B IO R
mermion Measnre: Not Yeta Factor. Current
encrgy conservation programs in Eastcrn Europe on
the whole have been ‘marked by a rchanoc upon
administrative measures and an unmllmgness to
clamp down on denand in industry and agnculturc
(Only Poland bes introduced some industrial conserva-

I
|
|
|

; tton measures.) The measures adopted have affected

most households and government offices, but these

| séctors account for only lS to25 pcn.ent of enerzy use.

| :
]‘l'

! Restructunng natnona! output that ls. changmg pro-

ductxon ‘and growth prioritics to less energy-intensive
goods and scmcw. runz counter to traditional Com-
mumst grow. * theory and, even if polmcally feasible,
requtm long I adtimes, Aged, obsolescent machinery
and equipmer.t b up an inordinate amount of fuel,
but hard currency constraints limit the ability of all

. East European nations to import advanced more

eirﬁclcnt equipment. Finally, i mcreasmg reliance on
g:bncrally abundant domestic coal and Itgmte reserves,

| ab other more efficient energy sources bacome scarcer

ahd more expensive, constrain possnblhtm for reducmg
encm’ use per umt of output. i '!

‘ i

Prospemfor Impom. Soviet energy exports to East- .

et Europe wiil expand little, if at all, in the.1980s. -
Total energy exports are expected to remain at about

: the 1980 level of 2.3 million b/d oil equivalent. and oil

exports at 1.6 million b/d. With Soviet oil deliveries
levelmg off after 1980, Eastern Europe will be forced |

e totutn increasingly to non-Communist sources. East- |

ern Europe now imports about 450,000 b/d of non- .

i
Sovnet crude oil-—two-thirds by Romania—mostly - % 4
from/OPEC. Slack Western demand, Western trade } .
|
|

réatricuons. and uncompetitivenéss of East European |
it Western markeu h!nder Eastern Europe s

e : w
abihty to earn thc hard currency nee:led to increase oil -

imports. At the same time, relatively high debt service

' and tightening eondntions in international thoney
_markets cloud the pfospects for Iarge-scal- future
bofrowinz v D :

oL

! l

In the past. Bastern Europe has relied to a great extent
op barter agreements to pay for Middle Eastern oil.
‘The East Europeans, as well as the Soviets, realize that
thcy must intensifv their efforts to obtain oil at
concessionary prices from the oil-producing lese devel-

~ oped countries through: arms sales, barter deals, and

development assistance. In 1978 this objectivc was
explicitly formulated in the energy program of the
Counctl for Mutual Eoonomxc Assnstanoe (CEMA).

Howcvcr, the prospects for ooncasnonary deals appear
increasingly poor. And in 1979, negotiations with
Midd!e Eastern governments, CEMA members got
much less oil, even for hard currency, than they hoped
to get. At best, CEMA members face great difficulties
and uncertainties in obtaining any substantial increase
in oil deliveries through government-to-government
deals wit!; OPEC countries, while prospects for large
purchasu from the multinationals are even dimmer.

Impact of Energy Shortage on Gromh. The East
European energy squecze—combined with slow
growth in the working-age population, sluggish
productivity, a limited raw material base, and
overcentralized and clumsy planning and manage-
ment—foreshadows a rather dismal economic decade
for Bastern Europe. We estimate that balance-of-
payments constraints will limit East European pur-
chases of oil to about 450,000 b/d in 1985—about
yvhat they now buy for hard currency—which would be
valued at about $4-5 billion—at January 1980 prices.
Economic gr « ‘th, as a consequence, will slow even
further in t} ~ Zuxt six years to perhaps 1 to 2 percent
per year compared with an annual average of 4 percent
ln 1971-79 ’ : :

| Political Aspects | -
. Soviet leaders and apeclahsts are rully aware that the
., USSR in the 1980s faces scrious cnergy problems.

Available evidence suggests that Soviet production
officials think that oil output has just about peaked and

 will decline if urgent measures (including acquisition
| - of “Nestern technology) are not taken. It is not clear,

|
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o however. how long they thmk peal: productton can be

. i held or whether they agree with our: foreeast. Although

| {'the top political leadership may believe that a signifi- -

| - j.cant drop in oil production can be avoided during the ;-;3 j

"1 jicarly 1980s, they probably have been told that such a.
- i _ TR .t divide output domestically creates a dilemma for East |

3 fereiy dendo 1. 1"}, " European regimes: the more product'on devoted to
We doubt, however. that the mountmg energy prob- )

! lems of the 1980s i;:ave shaken the confidence of the |

| Saviet leadership and bureaucracy in the very long-
|| term energy prospects of ihe USSR. They are eountmg :

|/ ! on the huge proven coal and natural gas reserves of the
_ oountry and are hopeful that large new reserves of oil

They are aceeleratmg thexr'nuclear power program. B

and they express confi denoe in the future of breeder |

gives the USSR a fundamental strategic advantage in
the evolving world balance of power. The “energy
problem,” as they see it, is essentially a matter of’

Con dential
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Tae slower economic growth is in Eastern Europe, the -
greater the likelihood of political instability there,

~ particularly since the share of output devoted to
domestic uses is already o2 the decline because of the
need to reduce balanoe-of-payments deficits. Kow to

investment, the worse off consumers are in the present;
- the more. productron devoted to consumption, the

g slower future economic growth is hkely to oe.

The prospect of stagnatmg hvmg standards in Eastern
. Burope is doubtless disquicting to Moscow. Deteriora-

I tion in mateﬁal well-being in Eastern Europe would
. increase public resentment toiward the Sovict Union

' and wou'd cause more mtense factlonahsm within East

European leadershxpgroups B P
.reactors. This vast potentnal energybase,they belteve‘ 2 ce

It is qurte possnble that the Sovnets have mlscalculated

transportation, steeply rising fuel extraction costs, a1d :
* oil, or reduce economic growth and consumpticn

technological lag—difl' culties which they believe can
and will be overcome in a decade or two, with or, if
neoessary without Westem assnstanoe. i i
As onl production falters. Sovnet dectstons on how to
allocate oil among competing uses—domestic con-
.sumption, exports to the non-Communist world, and
exports to Communist countries—will become increas-
ingly hard and painful. Presumably. the need to avert
too sharp a drop in GNP growth domestically and to
‘guard against political instability in Eastern Europe
makes exports to the West the most expendable use.

b I
Thc most difficult and cntteal chonoe probably Wlll be
.between domestic consumption and exports to Eastern
Europe. As noted earlier, 1 we expect the USSR to try to
‘maintain energy deliveries to its Warsaw Pact allies at
about the 1980 level and to continuo to offer much of
the energy shipped on at least moderately con- =
cessionary terme. To steeply reduce oil exports—and
‘thus total energy exports—would accentuate the:
anticipated decline in Eastern Europe’s economic
growth by aggravating energy shortages and /or forc-
‘ing Eastern Europe to turn to hlgher cost enerxy t"om

altcrnatnve supphers i
i i
I
3 i

iy

i
% S
{ !

' i

' “(a) their own capacity to supply oil to Eastern Europe
_in 1981-85, and (b) the East European capacity to

acquire oil from OPEC countries, substitute coal for

without provoking unrest. The Soviet attitude, hiow-
ever, seems to be that the East Europeans aze going to -
have to pull in their belts just like the Soviet
population. While disturbances in Eastern Europe
would be highly undesirable, the USSR would not be
prepared to pay any price to avoid the use of military
force, even against Poland, !

Given the possnbtlltles of alarmmgly low GNP zrowth
in the USSR and conceivable economic and political
disorder in Eastern Europe, the Soviets may consider
pursuit of an aggressive policy in the Middle East.
Certainly they are aware that access to Iran's oil
supply would help alleviate the economic probleme
facing them and their allies in the mid- and late-19b3.

The Soviets will be secking nicans to ensurc the flow of

- energy in the next decade to support their own

economy and those of Eastern Europe, and the outlook
is not encouraging. The spiraiing oil cost will motivate
the USSR to seek oil at concessionary prices through
arms sales, barter deals, and development assistance as
suggested above. Most OPEC countrics appear disin-
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mtedmthnstypeofamngemcnt.andtthovim
certainly must hope for a leftist, pro-Sovict govern-

| nientinlranwh:chwouldbereeeptivetothmypeof
el mnzemcnt.Ceminlythenr

goberment ;.

1 eral :mhtary thrust into Iran, dengned prunanly to
occupy the Khuzestan oilfields. While' such an acuon is:
“not béyond the realm of possibility, it presenu the |
Soviets with enormous difficulties. Thcy must first of
all take into account US statements mth respect to.
having a “vital interest"’ in the Peman Gulf and the
i Weat continued reliance on Irannm oil. They would
. beawarethattheywererunmnzavcryhnzh mkof
‘ dnk'ect military confrontation with the United States.
they know that Iraq has claxms to Khuzutan and
: would view such action as a major thrcat to mclf and
they would have to vmgh the btoader and very grave
rcrhatnonal rcpetcussxom of such aknresslon.‘ o

o 'rne'} would lalso' have' to reeogmzéthe dlfﬁcﬁlty of 2
U permanently occupying Iran and the prospect. of .
having to protect the valuable oilficlds against pro-

| lohged guerrilla insurgency. It seems unlikely that the

[ deéuwouldseizexhnmunmtbcmrtetmnnlm |

it thby Hen “invited” to intervere by & new Iranian '

: : rcgime that emoyed at lcut somedcgne of intcm

. fobjectivein lran '

The Sov:ets:nuzht,‘ in desperation. n¢ crtaké a unilat- |
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